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DIRECT TESTIMONY
OF
DR. DALE E. SWAN

|. INTRODUCTION AND SUMMARY

Q. PLEASE STATE YOUR NAME, OCCUPATION AND ADDRESS.

A. My nameis DdeE. Swan. | am asenior economist and principa with Exeter Associates, Inc.

Our offices are located at 12510 Prosperity Drive, Silver Spring, Maryland 20904.

Q. DR. SWAN, PLEASE SUMMARIZE YOUR PROFESSIONAL QUALIFICATIONS.
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| hold aB.S. degreein Business Administration from Ithaca College. | attended amaster’s
program in economics a Tufts University, and | hold a Ph.D. in economics from the University
of North Carolinaat Chapel Hill. Prior to my consulting work, | served as Assstant and
Associate Professor on the economics faculties of severd colleges and universities. | dso
served as gaff economist with the Federa Energy Adminigtration and with the Arabian
American Oil Company. For thelast 25 years, | have consulted on matters primarily related to
the dectric utility industry, the last 21 years with Exeter. Much of my work over the last two
decades has concentrated in the areas of long-term electric power supply planning and contract
negotiations for large power users, and on dectric utility cost dlocation and rate design. For
much of this period, | have directed Exeter’s utility support services projects with the United
States Department of Energy (DOE). As part of thiswork, | have been responsible for
technical supervision of Exeter’s participation in DOE interventions in numerous rate cases, for
the financia and locationa assessment of transmission and generation projects, and for the
negotiation of technical agpects of power supply and facilities contracts. In the last severa
years, my activities have aso focused on the process of eectric industry restructuring.

A complete copy of my resume s provided as an attachment to my testimony.

HAVE YOU TESTIFIED IN OTHER REGULATORY PROCEEDINGS?
Yes. | havetedtified on avariety of topics rdating to dectric utilities in numerous proceedings
before federd and state regulatory commissons. A complete list of the casesin which | have
testified is provided as part of my resume.

DR. SWAN, WHAT ISTHE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?
| have been asked by the U.S. Department of Energy (DOE), on behdf of the Federa
Executive Agency (FEA) customers of Commonwedlth Edison Company (ComEd or the
Company), to provide comments on the gppropriateness of savera of the changes that ComEd

has proposed for its Market Vaue Index (MV1) methodology, its Purchased Power Option—
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Market Index (PPO) process, and its experimental Rider CTC-MY— Customer Trangition
Charges— Multi-Y ear(Experimenta). Of particular concern is how these changes will apply to
FEA customersin their attempts to secure reliable supplies of dectric power while managing
the price risks that are associated with obtaining those supplies in the market.

WHAT SPECIFIC FEA CUSTOMERS DO YOU CONSIDER IN YOUR

COMMENTS?
My focusison the largest of these FEA customers, with loads of 3 mW or more, and who
qudify for service under the bundled Rate Schedule 6L (Large Genera Service), as qualified by
the Order issued by the Illinois Commerce Commission (ICC) in Docket No. 02-0479, in
which it decided to alow the Company’s proposa to have Rate 6L for this group of customers
become a* competitive service’” by operation of law. Specificaly, the FEA cusomersin this
group include the DOE nationd |aboratories, Fermi Nationa Accelerator Laboratory and
Argonne National Laboratory; the U.S. Navy’s Great Lakes Training Center; and severa large
buildings, the power for which is obtained by the U.S. Generd Services Adminidration (GSA).

PLEASE PROVIDE AN OVERVIEW OF YOUR TESTIMONY.
| believe the generd direction of the Company’s proposed changes is beneficia to customers
who need to compare supply dternatives. In particular, the Company’s efforts to improve the
accurecy of its MVI cdculations, and its proposal to advance the availability of MVI, PPO and
CTC information by two months and increase to approximately two months the time available
for acustomer to decide whether to take PPO service are both marked improvementsin the
process.

| ds0 believe the Company’ s proposal to offer Rider CTC-MY isastep in right direction
toward asssting customers in managing the risks associated with purchasing power from an
Alternative Retall Electric Supplier (ARES). However, as| shdl explain shortly, the
Company’s effort on this score fals short of what is required, given the Commisson’s Order in
Docket No. 02-0479, and | recommend that the Company’s Rider CTC-MY be extended to
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provide a gable CTC through the period ending with the meter reading date in May 2006. This
would essentialy extend the fixed CTC for an additiona year compared to the Company’s
proposal.

Findly, | raise some adminidrative concerns regarding the Company’ s proposd to limit the
availability of CTC-MY to 500 mW of load on a“first-come-first-served” basis.

PLEASE EXPLAIN WHICH OF THE COMPANY’S PROPOSED CHANGES YOU

SUPPORT AND WHY.

The Company proposes severd “technical changes’ intended to improve the accuracy of the
MVEC edtimates. These strike me as clear improvements, especidly the use of off-peak
forward market prices rather than historical spot prices, and the use of severd years of datato
creete its price-shaping and load-weighting adjustments.

The Company aso proposes certain structura changes in Rider PPO and Rate CTC that |
support. Specificaly, the Company proposes to advance the Period A 20-day snapshot period
two months to the period ending January 24. 1t would then release the Period A Market Vaue
Energy Charges (MVECs) and CTCs on or about February 1, instead of the current April 1.
Customers would then have until March 31 to determine whether to select PPO service. This
provides goproximately an extra month after receiving Period A information for the customer to
make its decision.

| have discussed these timing changes with representatives from the Defense Energy Supply
Center (DESC), which has the responsibility for competitively procuring electric power for
severd of theselarge FEA customers, except those handled by GSA. DESC informs me that
these timing charges will make the Request for Proposa (RFP) process much more managesble
and should permit a more deliberate and thorough evauation of the government’s supply
options. Unfortunatdly, it appears clear that these timing improvements cannot be put in placein
timeto assst customersin making their decisions regarding power supply arrangements for the
2003 Period A beginning with the ending May meter reads. Even if the Commisson were
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interested, | do not see any way in which new rules could be established with an interim order
that would be subject to changein afina order. That is because thefind order is scheduled to
be issued judt five days before the end of the window during which customers would have to
decide which power supply option to pursue under the Company’s new procedures. Thus,
DOE assumes that the existing MV1/PPO/CTC protocols would continue to apply to the 2003
Period A process.

ISIT YOUR UNDERSTANDING THAT THE COMPANY’SRIDER CTC-MY
WOULD BE AVAILABLE FOR USE IN MAKING PERIOD A DECISIONS IN 20037
Yes. My understanding isthat the forward CTCs under Rider CTC-MY would be made
available on or about April 1%, dong with the PPO prices and the charges under Rate CTC.
EARLIER YOU STATED THAT THE COMPANY’S PROPOSED RIDER CTC-MY IS
A STEPIN THE RIGHT DIRECTION BUT DOES NOT GO FAR ENOUGH. IS
THAT CORRECT?
Yes.
PLEASE PROVIDE THE BACKGROUND TO THISISSUE.
In Docket No. 02-0479, the Company requested that Rate 6L service for customers with
loads of 3 MW or more be declared * competitive’ pursuant to Section 16-113 of the Electric
Service Customer Choice and Rate Relief Law of 1997 (the Restructuring Act). The
Commission decided to alow the Company’ s request to go into effect by operation of law.
Under the terms of the Company’ s new 6L Rate Schedule, a customer with aload of 3 mW or
more faces severd criticaly important supply choices this spring. If that customer remains on
or moves back to Rete 6L, he will be able to continue on that service until June of 2006 at rates
that are frozen. If he chooses to take service under Rider PPO or from an ARES, then he will
be prohibited from returning to Rate 6L.. The “Provider of Last Resort” service for that
customer will be the Company’ s Hourly Energy Pricing (HEP) option. If he choosesto leave

the fixed rate protection of Rate 6L to take advantage of lower costs of service under Rider
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109 PPO, he also faces the risk of being forced off PPO service if market prices or delivery service
110 charges rise enough to reduce his CTC to zero, since a customer may only take PPO sarvice if
111 it has apositive CTC. In that case he would be forced to take service from an ARES or under
112 HEP.

113 In Docket No. 02-0479, | and a number of other witnesses tetifying on behdf of large 6L
114 customers, noted that many of these customers desire to manage price risk by obtaining an “dl-
115 in” firm forward price. Having Rate 6L as a“backstop” service provided thishedge. If market
116 prices increased unexpectedly, a customer could aways move back to bundled 6L service at
117 the end of its existing PPO or ARES contract. That isno longer an option given the

118 Commission’s Order in Docket No. 02-0479. In that same docket, | and several other

119 witnesses testified that, if the Company’ s request were granted, we anticipated many

120 customers returning to Rate 6L effective with their May 2002 meter readingsin order to gain
121 the price certainty offered by the 3-year grandfathering provison of Rate 6L.

122 Q. CAN'T CUSTOMERS SIMPLY OBTAIN 3-YEAR FIRM FIXED PRICE BIDS

123 FROM ALTERNATE SUPPLIERS?

124 A. It is possible to obtain such bids from an ARES for power and energy. However, it is unlikely

125 that an ARES will be willing to provide an “dl-in” firm price bid for the three years ending with
126 the May 2006 meter read because it has no way of hedging the uncertain CTC charge.
127 Q. WILL THE COMPANY’'SCTC-MY RIDER HELP IN THISREGARD?

128 A. Yes. With avallability of a2-year fixed CTC, it ismore likely that an ARES will offer an “dl-

129 in” firm fixed price for this 2-year period. It is4ill unlikely, however, that an ARES will offer
130 thiskind of contract for the full 3-yearsto June 2006 when the customer must leave Rate 6L,
131 because there remains the uncertainty of the CTC in the third-year.

132 Q. WILL THE AVAILABILITY OF A 2-YEAR FHIXED CTC ELIMINATE THE

133 LIKELIHOOD THAT LARGE 6L CUSTOMERSWILL RETURN TO 6L SERVICE
134 RATHER THAN SEEK A COMPETITIVE POWER SUPPLY?
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No. Thefallureto extend the CTC-MY to athird year will probably prevent many customers
from obtaining a fully hedged competitive supply until they must leave Rate 6L service.
Consequently, | believe alarge number of these customers will return to Rate 6L at the end of
May 2003, since the failure to do so would congtitute an irrevocable decision to rely on the
market in the future with dl of the attendant uncertainties. What many customers are likely to
do iswait until the soring of 2004 to evauate their options for the remainder of the trangtion
snce, under the Company’s proposd, they can get alocked-in CTC from June 2004 through
May 2006, and so should be able to obtain firm, “al-in” price bids from ARES for that two

years, which they can compare to the certainty of 6L rates.

The mgor risk that customers would run under this strategy is that the full 500 mW of
service under the CTC-MY Rider would be fully subscribed by the spring of 2004, and so they
would be unableto get CTC-MY sarvice at that point. Inmy view, that isarisk that many
large 6L customers are likely to accept, since the worse case scenario is they would have to
forgo some savings by staying on Rate 6L for ayear to gain price certainty.

WHAT DO YOU PROPOSE THAT COMED DO?

If the Company genuindy wants the market to develop, then | believe it should take the extra
step and offer amulti-year locked-in CTC that would run from June 1, 2003 through May of
2006. That should facilitate the provison by ARES of “dl-in” firm fixed-price bids thet large
6L customers can compare this coming spring with 6L service through May 2006.

WHY DO YOU BELIEVE THE COMPANY ISHESITANT TO OFFER A MULTI-

YEAR CTC BEYOND 2 YEARS?

My discussions with Company staff suggest that the Company is primarily concerned about the
relative lack of liquidity in the forward market for deliveriesthree years hence. My
understanding is that there are trades three years out and that the prices in those contracts
appear reasonable, but that there are relatively few transactions and most are for annua

contracts with few monthly trades to verify the annud data. The absence of monthly
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obsarvationsis not redly surprising since few buyers are likely to contract for ddivery of power
in one month three yearsinto the future.

WHAT ISTHE RELEVANCE OF THIS ILLIQUIDITY IN THE FORWARD

MARKET FOR THE THIRD YEAR?

Mr. Crumrine has testified that the uncertainty surrounding the MV caculations beyond a year
“could expose both customers and ComEd to some CTCrisk (i.e., CTC-MY payments could
be sgnificantly more or less than annua CTC payments).” (Direct Testimony, page 17)
Presumably Mr. Crumrine believes these risks increase the further out one goesinto the future,
Thus, the risks are greater when CTCs are fixed three years out as compared with two years
out. Thisisreasonable. However, the Commission needs to look more closdly at the nature of
these risks.

Firgt, locking-in a price for afuture period dways entails arisk that the locked-in price will
turn out to be higher than the current market price. Customers who prize certainty must accept
that risk. Since customers are not required to avail themselves of the CTC-MY option, they
would only do so voluntarily if they are more concerned about establishing price certainty in the
future than in being able to take advantage of potentialy lower future CTCs. | think the
Company’ s concern about customer risk exposure is misplaced.

Second, the Company will face some price risk, but it should be capable of fully hedging
that risk by entering into aforward contract to sdll the energy released by a customer entering
intoaCTC-MY agreement (or avoid buying energy for that customer) at prices reflective of the
future prices used to cdculate the future MVI1 and CTC. Thus, if the market price turns out to
be lower and the CTC higher than forecast, the Company would remain whole, just asit would
if market price rose and the CTC fell.

ARE THERE OTHER CONCERNS THAT MAY BE INVOLVED IN THE

COMPANY'SHESITANCE TO EXTEND THE CTC-MY TO A THIRD YEAR?
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The Company may have a concern that, in any given year, cusomers may be paying
ggnificantly different CTCs under Rate CTC and under Rider CTC-MY. That discrepancy is
potentidly greater the further into the future the CTC-MY applies. If there were an attempt to
bring the CTC-MY charge down to the annual charge under Rate CTC after the Company has

hedged againgt these deviations, then the Company would not be made whole.
WHAT COULD BE DONE TO AVOID THISRISK FOR THE COMPANY ?

It seemsto methat the Rider should incorporate language that makes it clear that any customer
choosing to fix its CTC for future years has entered into a hard bargain, and that CTC will not
be changed even if there result large discrepancies between annua CTCs and charges under
CTC-MY. Similar language could dso be incorporated into a CTC-MY agreement that each
subscribing customer would be required to execute, and the Commission could echo this
language in its Order in this proceeding. While parties are aways free to raise whatever issues
they choose to in the future, such commitments today would make it very difficult for customers
served under the CTC-MY rider to complain about their future CTC cogts under the Rider.
SHOULD ANY ADJUSTMENTSBE ALLOWED TO CTCs SET FOR FUTURE
YEARS UNDER RIDER CTC-MY?
Yes. Theonly truly uncertain component in the CTC cdculation is the future market vaue of
energy. The mitigation factor for future yearsis known. Didribution and transmisson charges
for the future may not be known today, but the likelihood of reductions in these charges
probably approaches zero. Since the Company has primary control over when increasesin
these charges will occur, and since thereislittle risk that changesin these charges will increase
the CTC, | believe the fixed CTCs for future yearsin the CTC-MY Rider should be adjusted
to account for actud digtribution and transmission chargesimposed at thetime. The Company
appearsto agree and this is captured in the language under “ Calculation of Charges’ in the
Company’s proposed rider (Original Sheet No. 222). There it dtates that, “...the formula
provided in the Calculation of Charges section of Rate CTC shdl be gpplied to the calculation
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of the multi-year CTCsfor such retall customer except as provided in this Calculation of
Charges section (italics provided).”

DR. SWAN, DO YOU HAVE CONCERNS REGARDING THE COMPANY’S

PROPOSAL TO LIMIT RIDER CTC-MY TO THE FIRST 500 MW OF LOAD THAT

SUBSCRIBE?
Yes. Thelength of the window during which aLarge 6L customer will need to decide which
power supply option to pursue for Period A isless than 2 months, and may be only somewhat
gregter than one month, depending on when in May his meter will bereed. If the customer isto
be able to obtain an dl-in firm price bid from an ARES for two or three years, which he can
compare to the certainty of Rate 6L, then he must know whether he will be able to secure
service under the CTC-MY. Thisisfurther complicated by the noticing provisions under PPO
that require 30 days to cancd existing PPO service. Most customers will probably not be able
to make find decisons until toward the end of May. This certainly includes the FEA Large 6L
customers, Ssnce DESC mugt have its RFP “on the street” for aminimum of 40 days. My
concern is that many customerswill be requesting CTC-MY service a the same time toward
the end of the month. If decisions are made contingent upon receiving CTC-MY service, and
then that service is denied & the last minute because the 500 mW limit has been reached, there
islikely to be inadequate time for the customer to make other arrangements.

Moreover, | do not see the need for thelimit. Mr. Crumrine indicates thet the primary
reason for the condraint isto limit exposure to price risk for both customers and ComEd.
As| explained earlier, these customers need not be protected since they would be making
voluntary determinations that whatever price risks they take on are worth obtaining CTC
certainty. Further, ComEd is cgpable of fully hedging whatever pricerisk is associated with the
provison of CTC-MY sarvice. For al of these reasons, | would urge the Commisson to

encourage ComEd not to limit the availability of Rider CTC-MY .
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DO YOU HAVE ANY CONCLUDING REMARKS REGARDING THE CTC-MY

PROPOSAL?
Yes. Itismy underganding that the Company iswilling to consider athird yeer fixed CTC as
part of the Rider CTC-MY, even on the basis of relatively thin data on forward trades three
years out. However, it is concerned with how parties might use any resulting discrepancies
between charges paid under Rider CTC-MY and the annua Rate CTC. | believe that having
the price certainty that a 3-year CTC could provide of such importance that | would urge the
Commission to direct the Company and dl interested parties to meet in order to seek
agreement on how a 3-year forward CTC can be provided, and what protections the Company
would need if it were to extend the CTC-MY to athird year. To dlow thisto be part of the
decision process for 2003 Period A decisions, if the Commission seesfit to issue an order
adopting the Company’ s proposal, such discussions should be held as early as possble —
certainly well before the Commission is scheduled to issue afina order in this proceeding.
DOE would be awilling participant in any such discussion.

DOES THISCOMPLETE YOUR TESTIMONY ?

Yes.

254  DATemp\75303.wpd
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developed cost trend estimates for price negotiations, and initiated the preparation of revised price
trend factors to be used for budgeting purposes.
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packaging designs.
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(October 1995 and January 1996), with Daphne Pscharopoul os, on the estimation of margina
costs as the basis for class revenues and rate design.

Before the Public Service Commission of Nevada, Docket No. 96-7020 (November 1996),
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